Lack of data availability has limited research on disparities in credit conditions in different income areas. This report uses a unique dataset from a credit reporting agency to describe credit conditions in Massachusetts in low-and moderate-income (LMI) and middle-and highincome (MUI) census tracts using a unique and nationally representative database of all individuals who have a credit history. The analysis highlights the differences in the percentage of individuals with credit accounts, median balances, monthly payments, delinquency rates, and credit scores in 2006 and 2012. The report shows that the percentage of individuals with active accounts decreased from 2006 to 2012. In particular, the number of consumers with credit cards was significantly lower in 2012 than in 2006 in LMI neighborhoods. Across all types of credit analyzed, delinquency rates were twice as high in LMI tracts than in MUI neighborhoods. Overall, mortgage delinquency rates increased fourfold from 2006 to 2012. Among consumers with credit records, student loans were more prevalent in LMI areas than MUI areas and had the highest delinquency rate of all loans in both income categories. The report shows that 30 percent of individuals with credit records living in LMI areas had subprime credit scores in 2012. 
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Community Development Discussion Paper http://www.bostonfed.org/commdev and type of credit (auto loans, mortgages, credit cards, and student debt) and includes information on number of accounts, monthly payment and balance, delinquency rates, and credit scores in the second quarter of 2006 and 2012 (2Q2006 and 2Q2012) . This approach allows us to compare pre-and postrecession credit conditions and have a snapshot of current credit use in Massachusetts. Although it is out of the scope of this study to explain the reasons for the disparities between people in the LMI census tracts and those in the MUI census tracts, this analysis provides insights into the prevalence of different types of credit in different income tracts and into the recession's effect on consumers' access to and use of credit.
Summary of findings
Analysis of credit conditions in Massachusetts confirms that families living in LMI neighborhoods are less likely to use traditional forms of credit and that the recession has hindered their use of credit. For instance, as of 2012, 54.5 percent of residents 18 years and older living in LMI neighborhoods had credit cards and 18.0 percent had mortgages, while the incidence of these two types of accounts in MUI areas was 76.8 percent and 36.5, respectively.
The percentage of population 18 years and older with student loans was 12.2 percent ion LMI tracts and 13.6 percent in MUI tracts. In addition to looking at the incidence of different types of credit, it is important analyze delinquency rates, as delinquency rates have a large effect on future access to credit and on financial stability and may signal problems in certain sectors of the economy as a whole. Across different types of debt, delinquency rates, measured as the percentage of individuals who had at least one account that was 60 days or more past due, were twice as high in LMI 3 Community Development Discussion Paper http://www.bostonfed.org/commdev neighborhoods as in MUI tracts in 2Q2012. Default rates were highest for student loans, but mortgage delinquency rates skyrocketed during the Great Recession, increasing from 1.1 percent in 2006 to 4.2 percent in 2012 in MUI areas and from 2.6 percent to 9.9 percent in LMI tracts.
Finally, this report shows that credit scores are much lower in LMI neighborhoods. As of 2Q2012, 30.3 percent of individuals with credit scores living in LMI areas had subprime and deep subprime risk scores, whereas only 13.1 percent did in MUI census tracts. Credit scores have direct impact on denial rates and on loan pricing and may limit access to jobs and rental housing options.
Methodology
I use the FRBNY CCP to assess credit conditions in Massachusetts. This data set is built from information provided by Equifax, one of the United States' three credit reporting agencies. 5 Credit reporting agencies collect and maintain credit histories of U.S. residents who have applied for or taken out loans. Public-record items, such as bankruptcies, and items reported by collection agencies are also included. 6 Some information, such as closed accounts and delinquencies, stay on record for about seven years. This means that even individuals without recent credit activity may be included in the panel if he had, for example, a closed account in the past seven years.
The FRBNY CCP is a longitudinal data set with quarterly information starting in the first quarter of 1999. The panel is a nationally representative 5 percent random sample of all individuals with a social security number and a credit report. The sample is designed such that the same individuals can be observed in each period over time and the sample remains 5 A consumer credit report is an organized presentation of information about an individual's credit record that includes information on the individual's experiences with credit, leases, non-credit-related bills, collection agency actions, monetary-related public records, and inquiries about the individual's credit history. For more information about credit reports, see Avery, Calem, and Canner (2004) . 6 For more details, see Lee and van der Klaauw (2010 The target population comprises all U.S. residents with a credit history excluding those who have never applied for or qualified for a loan. The panel also includes people living in the same household as the primary members. 8 The credit report data includes information on accounts that have been reported by the creditor within three months of the date that the credit records were drawn each quarter. 9 About 18.7 percent of the Massachusetts sample had missing total-balance information. This might be individuals with thin files or with no recent credit activity 10 The terms "neighborhood" and "census tract" are used interchangeably in this report. As defined by the Census 
Observations by neighborhood income
The number of people in the FRBNY CCP data set reflects the number of people with credit history in a particular geography. 14 Unbanked households are those that lack any kind of deposit account at an insured depository institution.
Underbanked households have bank accounts, but also rely on alternative financial services. for such household obligations as utility bills, general living expenses, and rent (Levy and Sledge 2012) . 15 Levy and Sledge point out that 30 percent of all SDC consumers use SDC not just to overcome a temporary shortage of funds but because their expenses were consistently higher than their income.
One of the impacts of the Great Recession has been the decrease in consumer indebtedness as a result of tightening credit conditions and reduction in consumption and consumer spending (Brown et al. 2010) . This national trend is also reflected in the data for 
Credit conditions in Massachusetts
The following sections look at the prevalence of different types of credit by neighborhood income, noting median balances, monthly payments, and delinquency rates. 17 I first calculate estimates of the share of individuals 18 years and older that have different types of credit by neighborhood income. As of 2012, 54.5 percent of residents 18 years and older living in LMI neighborhoods had credit cards, 19.6 percent had auto loans, 18.5 percent had mortgages, and 12.2 percent had student loans. In MUI areas, 76.8 percent of the population 15 Small-dollar credit (SDC) is defined in their study as products for quick access to cash, such as payday loans, pawn loans, direct deposit advance loans, auto title loans, and nonbank installment loans. 16 Every year, individuals enter and exit the sample for several reasons. For example, an individual exits the database if he moves out of the state or if he has not had any credit activity in the past seven to ten years. In this report, I focus on individuals with active accounts, that is, those for whom there has been information reported in the past three months. 17 For additional data on credit conditions by area income in the United States, see the Federal Reserve Bank of Philadelphia's data dashboard http://www.philadelphiafed.org/community-development/datadashboard/consumer-credit-data.cfm.
It is important to keep in mind the prevalence of different types of accounts when examining monthly payments, account balances, and delinquency rates. In the following sections, I analyze LMI and MUI median credit outcomes among individuals who had at least one active account. Changes in these outcomes in an area may reflect changes in the residents'
credit profiles or population shifts in and out of the area.
Credit card accounts
The great majority of individuals with active credit records have a credit card account, regardless of neighborhood income. Overall, the share of consumers with at least one active account that had credit cards declined from 87.0 percent in 2Q2006 to 85.4 percent 2Q2012
( Figure 3 Unfortunately, because the FRBNY CCP does not have information about interest rates and other loan terms, it is not possible to infer how those differ by area income and how they might affect low-income consumers. Fellowes (2009) shows that lower-income families tend to pay more for the same products than families with higher incomes. For instance, he notes that in the United States, consumers from lower-income neighborhoods pay between $50 and $500 more, on average, to buy the same car as consumers from higher-income neighborhoods and an extra 2 percentage points on auto loans. Moreover, Fellowes finds that it is much more expensive to insure a car in lower-income neighborhoods than in higher-income neighborhoods. Davis (2009) finds that low-income borrowers are more likely to be involved in scams and as a result pay interest rates 5 percentage points higher than similarly situated counterparts. Predatory lending not only increases LMI families' debt burden, it may also increase the probability of delinquency, damaging their credit condition even further. percentage of borrowers whose mortgages were 60 days or more overdue was more than twice as large in LMI areas as in MUI tracts (9.9 percent as opposed to 4.2 percent in 2012) ( Figure   5 ). 35 In Massachusetts, the median student loan balance in LMI census tracts ($14,165) was 14.9 percent lower than in MUI areas ($16,281) . 36 However, the difference in median monthly payments between LMI ($214) and MUI areas ($222) was not statistically significant. Lower median student loan balance in LMI tracts may be partly explained by the fact that LMI students will go, on average, to lower cost higher education alternatives such as public two-year colleges. On the other hand, lowerincome students may receive less financial support from their families and thus need larger loans to pay for college.
Student loans have become a source of increasing concern because of the rapid increase in total debt and default rates and the way those factors might affect low-income families. Edmiston, Brooks, and Shepelwich (2012) student loans, a rate that jumps to 64 percent for students in private nonprofit institutions and 86 percent for those in for-profit institutions.
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The increase in total debt could be interpreted positively, indicating that more individuals are pursuing higher education, which should improve their chances of getting higher-paying jobs in the future. What is worrisome is the high student loan default rate, chiefly in lower-income areas. If students default on student loans, their access to other types of credit is likely to be constrained, which will have negative effects on defaulters' future financial stability. Student loan default rates are higher than default rates for any other type of debt. In Massachusetts, 17.9 percent of individuals with student loan debt living in LMI areas had at least one account 60 days or more past due, compared with 8.8 percent in MUI tracts ( Figure   5 ). Edmiston, Brooks, and Shepelwich (2012) highlight that borrowers who drop out of school make up a substantial share of all defaulted borrowers, and that less than 60 percent of those who enroll in a postsecondary institution complete their program of study within six years.
Individuals who have student debt but who are not able to complete their degrees face significant challenges as college graduates earn substantially more than individuals with some college but no degree. For instance, in 2Q2012, the weekly average earnings for individuals 25 years and over with a bachelor's degree was $1,164, compared with $754 for individuals with some college or an associate's degree. 38 Still, workers with some college earned 14.4 percent more than employees with high school but no college and 56.1 percent more than individuals who lacked a high school diploma. However, as Edmiston, Brooks, and Shepelwich (2012) note, delinquency rates may understate the problem because loans in forbearance are included in the numbers of loans outstanding, but are not included in the number of loans currently past due. 37 The figure for two-year public colleges was 24 percent. 38 Weekly and hourly earnings data are from the Current Population Survey; data extracted on October 4, 2012. shows that in 2010, 60 percent of SHRM's members checked employees' credit history when hiring for some or all positions. Another survey 43 finds that employment credit checks constitute a barrier to employment for LMI workers, even though the evidence of a link between credit history and work performance is weak. Survey respondents who were unemployed reported that credit checks by potential employers were common, and job seekers reported being denied jobs because of them. In response to these negative effects, some states have outlawed certain nontraditional uses of credit scores and reports (Smith and Duda 2010) .
The survey also finds that having unpaid medical bills or medical debt is one of the leading causes of bad credit among survey respondents who say their credit is poor. Avery, Brevoort, and Canner (2012) investigate whether credit scores are inferior signals of creditworthiness for minority borrowers, given that these borrowers tend to use nontraditional sources of credit, such as payday lenders, that do not report information to the credit bureaus. They show that the gap in credit scores between blacks and non-Hispanic whites emerges early. Avery, Brevoort, and Canner recommend that "efforts to 'close the gap' between racial and ethnic groups may need to start a very early age, perhaps with high school financial literacy education" (p.25).
In addition to having low credit scores, LMI consumers tend to underestimate their creditworthiness, further limiting their access to favorable credit terms. Levinger, Benton, and Meier (2011) 
Conclusion
This report highlights the difference in credit conditions in LMI and MUI areas in
Massachusetts. Keeping track of credit conditions will help us understand whether disparities are changing over time in the region. It is important to address the disproportionately high default rates in low-income areas. High incidence of student loans and relatively high delinquency rates on those loans in LMI neighborhoods are a source of concern.
Other studies have shown that families living in LMI neighborhoods tend to pay more for mortgages and auto loans. In part, this is caused by low credit scores that reflect higher probability of default, and in part it is due to lack of affordable credit products or lack of awareness of the availability of good credit options. One way to address the first issue is to promote programs that increase the understanding of the importance of credit scores at an early age, as research has shown that gaps in credit scores between racial and ethnic groups emerge early on in people's credit history (Avery, Brevoort, and Canner 2012 (Table 1) . Interestingly, the number of tracts in the highest income category (120 percent of MSA's median family income) also increased, albeit by a lower margin (11.9 percent). Meanwhile, the number of moderate and middle income tracts decreased 6.8 and 9.7 percent, respectively. 46 This trend is a sign of poverty concentration in Massachusetts.
Increasing geographic segregation limits upward mobility for low-income families. 47 Forman and Koch (2012) point out that across Massachusetts, "middle-income neighborhoods have been replaced by both poor and affluent neighborhoods over the last two decades" as "families at the top of the income distribution geographically separate themselves as they become more affluent" (p. 24). A number of studies have shown that in addition to geographic segregation, disparities between low and high earners have increased in Massachusetts (Loveland et al. 2008; Nolan and Wise 2012; Sum et al. 2011) . Sum et al. (2011) note that "over the past 50 years, Massachusetts has moved from one of the most economically egalitarian states to one of the most unequal" (p.21). 
